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Exchange rate as of June 1, 1977 
U.S. $1.00 = ¢ 126 


1976 % Change 1977 % Change 
1,678.0 +11.0% 1,988.4 +18.5% 
1,004.8 + 6.5% 1,070.1 + 6.5% 

616.0 + 7.9% 709.4 +15.2% 

24.0% - 24.0% ~ 
1,292.1 +12.5% 1,53h02 +18.5% 

196.3 + 5.0% L263 + 5.0% 

128.7 + 4,4% 135.8 + 5.5% 

201.4 +25.0% 251.8 +25.0% 

148.5 + 9.6% 163.4 +10.0% 

980.3 + 8.4% 1,058.7 + 8.0% 

4.2% - 8.7% 4.2% - 

188.5 +19.1 226.2 +20.0% 

12% - 12% - 

209.7 + 1.1% 234.9 +12.0% 

157.4 + 4.4% i ed: +10.0% 

157.6 +36.1% 212.8 +35 .0% 

383.4 +43.4% 473.4 +23.5% 

24.4 - 3.2% 27:6 +10.7% 
+50.9 +60.1% +65.0 +27.7% 

Dek 0 

281.3 + 2.9% 220.0 +21.3% 

11.7% +34.5% 9.0% -23.1% 

180.2 + 1.0% 220.0 +22.1% 

10.2% -16.4% 11.0% + 7.8% 


rors, 968 m.t. and $4.5 million; Cigarettes, 696 m.t. 
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SUMMARY 


In mid-1976, Paraguay began to enjoy an economic boom, a condition 
which is expected to continue through 1977 and well into 1978. The 
increasing tempo of work on the mammoth Paraguayan/Brazilian hydro- 
electric project of Itaipu was of major importance to the economy, 
increasing employment, providing a strong impetus to construction 
activities and bringing in substantial foreign exchange which 
added to Paraguayan reserves. Production and export of two of 
Paraguay 's most important traditional activities, cattle and 
forestry, were down. However, non-traditional activities more 
than made up the losses, with sharp increases (both in quantity 
and value) in the production and export of cotton and soybeans 

as local farmers responded to high international prices. 


The guarani was stable, and foreign exchange reserves continued to 
increase. Inflation was low in 1976, but pressures increased in 
1977 and inflation may reach 12 percent or higher in 1977. 


According to official statistics, the United States' share of the 
market dropped slightly in 1976, as imports of products which are 
chiefly supplied by the U.S. decreased. The U.S. finds it difficult 
to compete against Argentina and Brazil for the consumer market and 
for a growing range of industrial products because of higher freight 
rates and higher duties. Nonetheless, there are good prospects for 
increased sales of U.S. goods and services to the two major hydro- 
electric projects. Proposed purchases of airport equipment and 
electrical transmission equipment also provide opportunities. 
Although Paraguay has only a small domestic market, the possi- 
bilities of increasing agricultural production and the availa- 
bility of large amounts of electric power after 1983 make it 
increasingly interesting to foreign investors. 


Current Economic Situation and Trends 


Thanks to the fall-out from the construction of the hydroelectric 
project of Itaipu, increasing agricultural production, and high 
world market prices for key exports, Paraguay began to enjoy an 
economic boom in the second half of 1976, a boom which is con- 
tinuing through 1977. In 1976, Paraguay's gross national product 
rose by 11 percent in current prices, or 6.5 percent in constant 
prices and is expected to show a similar real growth rate in 1977. 
As a result, the per capita GNP in the country reached $616 in 
1976 current prices, and $369 in constant 1972 prices. Sharp 
increases in production of cotton and soybeans for the world 
market and an astounding 25 percent increase in construction 
activities were the leading factors in the growth. 
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Agriculture is still the key to the national Paraguayan economy, 
providing an estimated 35 percent of the gross product, approxi- 
mately 97 percent of the value of the country's exports, and 
accounting for 50 percent of the employment. Although per- 
formance was mixed, overall aggregate production of goods and 
services in the agricultural sector rose by 4.4 percent in 

1976; according to estimates available now, production should 
rise an additional 5.5 percent in 1977. Paraguay's leading 
traditional activities, cattle and forestry, declined, as did 
production for domestic consumption of crops such as corn and 
cassaba. Farmers instead turned to cash crops of soybeans, 
cotton and tobacco, to take advantage of rising international 
prices. Soybeans continued to be the glamour crop, with total 
production increasing from 210,000 metric tons in 1975 to 
280,000 in 1976. According to preliminary indications, pro- 
duction may decrease in 1977, but will still be above the 1975 
level. Increases in cotton were of even more importance since 
they are based on increased productivity, rather than on crop 
switching. Although production of cotton was up only 5 percent 
in 1976, it is expected to increase by over 70 percent in 1977. 


Paraguay 's industrial activities are concentrated mainly in 
agro-industry, and in production of materials for the con- 
struction industry. The overall index of industrial pro- 
duction increased by 5 percent in 1976 and is expected to 
increase at the same rate in 1977. The largest increases 

were noted in production of tung oil and tanin on the agri- 
cultural side, and of cement, quicklime, bricks, and most other 
products for construction, responding to the 25 percent increase 
in construction activities. With the increasing tempo of work on 
the Itaipu hydroelectric plant, the continuation of existing road 
projects and the initiation of new ones, and with new starts in 
both residential and office housing, construction activities are 
expected to show a 25 percent increase again in 1977. This rise 
will again affect other activities, although increased capacity 
will be needed before the single cement plant in Paraguay can 
raise its production. Traditional activities in the industrial 
sector, as in the agricultural sector, continued to lose impor- 
tance in the year. Production of cotton textiles was stagnant, 
production of canned and frozen meat declined because of low 
prices and lack of demand by foreign markets; and sawmill 
activities decreased because of lack of demand in the principal 
export market of Argentina. The situation in meat and lumber 
may improve slightly in 1977, but activities are not expected 

to reach the 1973 high. 


Paraguayan authorities continued their conservative financial 
policies throughout 1976 and 1977. The Government operation 
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budgets remained low, increasing barely enough to cover inflation. 
The total operations budget for 1976 totalled only $141 million, 
8.3 percent of the GNP. Government capital expenditures were also 
low and, in most cases, were financed by foreign loans. Although 
no figures are available, it is estimated that the internal public 
debt is rising slightly, perhaps by $15 million per year. 


The external debt is rising much more sharply as drawdowns begin 
on a series of loans negotiated with foreign governments, banks 
and international financial institutions. However, since most 
loans are at low interest rates, the public debt service is not 
a burden at present, totalling $24.4 million in 1976 and $27 
million in 1977, or between 12 and 14 percent of the value of 
Paraguay's annual merchandise exports. 


Inflation has been kept to a minimum in the past two years, with 
1976 statistics showing an increase of 1 percent in the wholesale 
index and 4.4 percent in the cost of living. Unofficial estimates 
place the overall inflation rate at a higher level--perhaps 6 to 

8 percent--but still very moderate. In the beginning of 1977, 
however, inflationary pressures intensified. Part of the pressure 
comes from demand, since the increased agricultural income, parti- 
cularly from cotton, has reached far into the countryside, spurring 
purchases for small agricultural machinery, petroleum products, and 
consumer goods. Increased prices in neighboring countries, parti- 
cularly Argentina, are being reflected in the costs of Paraguayan 
imports. There will probably also be an increase in the minimum 
wage of 10 to 15 percent in 1977, which will add to costs. An 
additional impetusto inflation also may rise fran the larger 
inflow of foreign exchange, unless the government takes action 

to sterilize funds or to increase imports. At present the 
government expects wholesale prices to rise by 12 percent and 

the cost of living index to rise by 10 percent in 1977. 


For the seventh year in a row, Paraguay's foreign exchange reserves 
rose, reaching the level of $157.6 million dollars on December 31, 
1976, sufficient for eight months imports at the current level. 

The increase has been primarily due to the effects of the Itaipu 
hydroelectric project, and to large drawdowns on foreign loans. 

The guarani continued stable, with an official rate of 126 to the 
dollar and a fluctuating rate ranging between 130 and 136, but 
mostly at the lower end of the scale. 


According to official statistics, the value of exports and imports 
rose only marginally in 1976 (2.9 percent and 1 percent respectively). 
However, both are expected to rise substantially (over 20 percent) in 
1977. The mix of products is changing as well, as non-traditional 
products gain in importance. The value of lumber exported in 1976 
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was down by 50 percent; the value of processed meat, by 30 percent. 
On the other hand, exports of tobacco were up by 20 percent, oil 
seeds by 80 percent, cotton by 75 percent, tung oil by 210 percent, 
and essential oils by 20 percent. In most cases the increases were 
in both quantity exported and in value of exports. 


With respect to imports, the mix was about the same as in past years, 
although imports of wheat and gasoline, automobiles and buses (all 
of which are imported from non-U.S. sources) showed an increase. 
According to official sources, the United States' share of Para- 
guayan imports dropped from 12.2 percent in 1975 to 10.2 percent. 

in 1976. There are two reasons for this. Basically, the overall 
level of imports of products in which the U.S. is a leading supplier 
either remained steady (chemicals and textiles) or decreased (ciga- 
rettes, machinery and motors). Also, Paraguayan official statistics 
do not include the equipment which has been purchased by Itaipu 
Binacional, the entity which is charged with undertaking the con- 
struction of the Itaipu dam. All of this equipment entered through 
Brazilian ports to save transportation costs, and its value is in- 
cluded in Brazilian, rather than Paraguayan, trade statistics. 


Hydroelectric Projects 


The mammoth hydroelectric projects are the motor for Paraguay's 
present prosperity and the key to the future. Itaipu, which is 
being constructed jointly by Brazil and Paraguay, is currently 
employing directly close to 15,000 workers, of which 65 percent 
are Paraguayan. The demand for skilled workers, including 
engineers and bilingual secretaries, has been strong enough to 
force an increase in salaries. As a result of the project, 
close io $100 million in foreign exchange entered Paraguay in 
1976, part as payment for Paraguayan goods and services, part 
as capital transfers. An equal amount is expected in 1977 and 
1978. 


If financing is found for the second project, Yacyreta, which 

is to be built in conjunction with Argentina, work should begin 
in the latter part of 1978 or in 1979, just as work on the Itaipu 
project begins to slack a bit. In the longer term, Paraguay and 
Argentina have plans for still another hydroelectric project, 
Corpus. 


Once th~ dams are completed, there will be ample, relatively 

cheap lh, ~oelectric power, either to be used by industries based 
in Paragvay or to be sold to Paraguay's partners, Brazil and 
Argentina. The Government of Paraguay is currently looking for 
foreign industries willing to locate in Paraguay to take advantage 
of this power which should be available towardthe end of 1983. 





Implications for the United States 


The overall prospects for United States trade and investment are 
good, although the United States' share of the market is continu- 
ing to decline as imports from neighboring countries increase. 
Goeds produced in Argentina and Brazil are more competitive, since 
they pay much lower transportation charges and import duties. 

They are also improving in quality. However, U.S. technology 

and experience should give U.S. traders an advantage in provid- 
ing goods and services for infrastructure projects either under 
way or planned. 


The best prospect for expansion of U.S. exports is the market 
offered by the two hydroelectric projects. Brazil is providing 
financing for all of the construction work at the 12.5 million 
kilowatt Itaipu project and, of course, is pushing Brazilian 
suppliers. However, Paraguay is a partner in the full project 
and in the construction consortium and thus has a say in the 
choice of suppliers. The construction consortium recently 

signed the contract for the second state of the civil works, 
which amounts to the U.S. $1,384.2 million. The contract in- 
cludes construction of the spillway, the main dam and a con- 
crete auxiliary dam, the controls for the diversion dam, 

building of the powerhouse, and coffer dams. The contractors 
need to go to foreign sources for some of the equipment for 

this work. The Itaipu Binacional Organization also expects to 
sign the contract for the electrical-mechanical equipment before 
the end of 1977. The equipment is expected to cost over a billion 
dollars, with the suppliers to arrange financing. U.S. companies 
are taking part in two of the four consortia which are bidding. 


Other possibilities for U.S. exports can be found in the plans 

to expand electrical transmission lines throughout the country 
and to provide potable water to larger towns in the interior. 

Both of these projects are being financed by the Inter-American 
Development Bank. U.S. exporters should, however, employ a local 
agent in order to compete successfully in bids to supply equipment 
for these projects. 


With increased money available in the countryside, the market for 
farm machinery is expanding. Also, the GOP is negotiating a 
credit with the World Bank for a rural development project, which 
would provide close to $11 million for purchase of farm inputs. 
The United States may be able to supply some of this equipment, 
although the larger part will come fron U.S. factories in 
neighboring countries. 





Page 8 


Another area in which prospects for sales look good is in the con- 
struction of airports and the supplying of equipment to these air- 
ports. The GOP is currently preparing a call for bids to supply 
equipment valued between $6 and 8 million for the new airport 
terminal building in Asuncion. In addition, the government is 
investigating feasibility and possible financing for smaller 
airports to be built in the interior of the country. 


The investment climate in Paraguay is good and the government is 
trying to attract foreign investors, particularly those which 
might use electrical power or which produce for export. Tradi- 
tional incentives are offered to foreign capital, with special 
benefits to investments in exporting industries or in the less 
developed regions of the country. There is a bilateral treaty 
between the U.S. and Paraguay, allowing the U.S. to guarantee 
private investments in Paraguay. 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual subscription, $37.50. Foreign mailing, $9.40 
additional. Single copies, 50 cents, available from Publications Sales Branch, Room 1617, U.S. Department of Commerce, Washington, D.C. 20230. 





